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Activities, Washington, D.C. 20006.

Thrift Bulletin 21

The revisions to the official staff
commentary for Regulation B ad-
dress a recent preemption determu-
nation made by the FRB regarding
New York law. Basically, and as ex-
)olained further in the commentary,
the state of New York may not pro-
hibit special-purpose credit pro-
grams or related inquiries that are
permissible under federal law. This
preemption determination became
effective March 7, 1989.

The revisions to the FRB official staff
commentary for Regulation E clarify
various situations associated with
the initial disclosure requirements

®

applicable when consumers preau-
thorize direct deposit of Social Se-
curity and other federal government
benefits. These revisions are effec-
tive April 1, 1989.

The revisions to the official staff
commentary for Regulation Z ad-
dress a variety of questions that
have arisen in connection with the
regulation, and include new materi-
al and changes in existing material.
The comments address, for exam-
ple, disclosure questions raised by
the emergence of reverse mortgage
products, questions concerning the
amendments to Regulation Z affect-
ing disclosures for adjustable rate
mortgages, and questions concern-
ing when a third party fee may be a
finance charge in a credit transac-
tion. These revisions became effec-
tive on February 28, 1989, but com-
pliance is optional until October 1,
1989.

Thrift institutions should be aware
that the Regulation Z commentary
revisions regarding disclosures for
adjustable rate mortgages were
made in consultation with Federal
Home Loan Bank Board and System
staff. Since the Bank Board has regu-
lations substantially similar to the
Regulation Z requirements regard-
ing adjustable rate loans, consisten-
cy and uniformity of interpretative
guidance offered to lenders subjec
to either requirement is strongly de-
sired by the FRB and the Bank
Board. Consequently, the FRB com-
mentary revisions relating to the ad-
justable rate mortgage provisions of
Regulation Z being transmitted with
this bulletin are also applicable to
the Bank Board's regulations.

Attached is the Federal Register mate-
rial containing the FRB’s commen-
tary revisions for all three regula-
tions.

Attachment

— Darrel W. Dochow, Executive Director

Federal Home Loan Bank System
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FEDERAL RESERVE SYSTEM

12 CFR Part 202
{Reg. B; EC-1]

Equal Credit Opportunity; Update to
Official Statf Commentary

AGENCY: Board of Governors of the
Federal Reserve System.

AcTiON: Final official staff
terpretation.

MmMARY: The Board is publishing in

al form an addition to the official staff
commentary to Regulation B (Equal
Credit Opportunity). The commentary
applies and interprets the requirements
of Regulation B and is a substitute for
individual staff interpretations of the
regulation. The addition addresses a
recent Board preemption determination
regarding a provision of New York law.

EFFECTIVE DATE: March 7, 1989.

FOR FURTHER INFORMATION CONTACT:
Linda Vespereny, Staff Attorney,
Division of Consumer and Community
Affairs, at (202) 452-2412; for the hearing
impaired only, contact Earnestine Hill or
Dorothea Thompson,
Telecommunications Device for the
Deaf, at (202) 452-3544, Board of
Governors of the Federal Reserve

- System, Washington, DC 20551.

SUPPLEMENTARY INFORMATION:
(1) General

The Equal Credit Opportunity Act
(ECOA) (15 U.S.C. 1691 et seq.) makes it
unlawful for creditors to discriminate in
any aspect of a credit transaction on the
basis of race, color, religion. national
origin. sex, marital status, age, receipt of

'blic assistance, or the exercise of

;hts under the Consumer Credit

Protection Act. This statute is
umplemented by the Board's Regulation
B (12 CFR Part 202).

The Board also publishes an official
staff commentary {EC-1, Supp. 1 to 12
CFR Part 202) to interpret the regulation.
The commentary provides guidance to
zsreditors in applying the regulation to
specific transactions, and is updated
periodically to address significant
questions that arise. This notice
contains the third update, and codifies a
preexemption determination that took
effect on November 11, 1988 {53 FR
15758).

{2) Revision

The following is & brief description of
the revision to the commentary:

Section 202.11—Relation to State Law.

Paragraph 11(a) is added to the
commentary in light of the Board's
recent determination that a provision of
New York law on credit discrimination
18 inconsistent with federal law, and
that it is preempted by the ECOA and
Regulation B to the extent of the
inconsistency. Thus, the state of New
York may not prohibit special-purpose
credit programs or related inquiries that
are permissible under federal law.

(3) Text of Revision

Pursuant to authority granted in
section 703 of the Equal Credit
Opportunity Act {15 U.S.C. 1691b), the
Board amends the official staff
commentary to Regulation B (12 CFR 202
Supp. 1} as follows: . -

PART 202—-{AMENDED]

1. The authority citation for Part 202
continues to read:

Authority: 15 U.S.C. 1681 et seq.

Supplement 1—{Amended}]

2. The addition amends the
commentary (12 CFR Part 202, Supp. I)
by adding comment 11(a) to read as
follows:

. . . . *

Section 202 11—Relation to State Law. © -

11(a} Inconsistent state laws.

1. Preemption determination—New - York
Effective November 11, 1988, the Board has
determined that the following provisions in -
the state law of New York are preempted by
the federal law:

¢ Article 15. section 296&(1)[b)—Unlawful
discriminatory practices in relation to credit
on the basis of race. creed, color, national
origin. age. sex, marital status, or disability.
This provision is preempted to the extent that
it bars taking a prohibited basis into account
when establishing eligibility for certain
special-purpose credit programs.

* Article 15, section 296a({1}{c}—Unlawful
discriminatory practice to make any record ot

inquiry based on race, creed. color, nationsal
origin, age, sex. marital status. or disability.
This provision is preempted to the extent that
it bars a creditor from requesting and
considering information regarding the
particular characteristics (for example, race.
national origin, or sex) required for eligibility
for special-purpose credit programs.

- L] « . .

Board of Governors of the Federal Reserve
System. March 1, 1989.

William W. Wiles,

Secretary of the Board

[FR Doc. 89-5160 Filed 3-6-88: 8:45 am]
BILLING CODE 6210-01-M

12 CFR Part 205

{Reg. E; EFT-2)

Electronic Fund Transters; Update to
Official Statf Commentary

AGENCY: Board of Governors of the
Federal Reserve System.

ACTION: Final official staff
interpretation.

SUMMARY: The Board is publishing in
final form revisions to the official staff
commentary to Regulation E (Electronic
Fund Transfers). The commentary
applies and interprets the requirements
of Regulation E and is a substitute for
individual staff interpretations of the
regulation. The revisions address
questions that have arisen about the
disclosure reqmrements of the -
regulation.

EFFECTIVE DATE: April 1, 1989,

FOR FURTHER INFORMATION:

Contact Sharon T. Bowman or Thomas |.
Noto. Staff Attorneys. Division of
Consumer Affairs, at (202) 452-3667. For
the hearing-impaired only, Earnestine
Hall or Dorothea Thompson,
Telecommunications Device for the
Deaf, at (202) 452-3544, Board of
Governors of the Federal Reserve
System. Washington, DC 20551.

SUPPLEMENTARY INFORMATION:
(1) General.

The Electronic Fund Transfer Act
(15 U.S.C. 1603 et seq.) governs any .
transfer of funds that is electronically
initiated and that debits or credits a
consumer's account. This statute is
implemented by the Board's Regulation
E (12 CFR Part 205).

The Board has published an official
staff commentary {Supp. II to 12 CFR
Part 205) to interpret the regulation. The
commentary is designed to provide
guidance to financial institutions and
others in applying the regulation to
specific situations. The commentary is
updated periodically to address
significant questions that arise. This
notice contains the seventh update,
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which was proposed for comment on
December 1, 1888. The revisions are
effective April 1, 1989,

(2) Description of Revisions

Following is a brief description of the
revisions of the commentary:

Section 205.7 Initial Disclosure of Terms
and Conditions

Question 7-1. Question 7-1 addresses
the situation where a financial
institution provides EFT disclosures
when a consumer opens an account. The
question is revised to clarify that the
regulation does not impose a time limit
by which a consumer must sign up for
an EFT service with a third party in
order for the disclosures originally
provided by the account holding
institution to satisfy the regulation’'s
requirements.

Question 7-2. Question 7-2 is revised
to clarify that, in cases where a financial
institution does not receive notice that a
consumer has signed up for direct
deposit of Social Security or other
government payments (because there
has been no prenotification and because
no Form 1199A or other written
agreement has been completed by the
consumer and the financial institution),
the financial institution must provide the
necessary disclosures as soon as
possible after the first electronic fund
transfer has been made. In response to
concerns raised by some commenters,
the Board has revised its proposed
language to read “as soon as reasonably
possible.”

In cases where the financial
institution does receive prior notice of
the consumer's enrollment in the direct
deposit program, the financial institution
must provide disclosures before the first
EFT occurs. The institution has the
option, of course, of providing
disclosures to customers when an
account is opened. as described in
question 7-1.

List of Subjects in 12 CFR Part 205

Banks, banking, Consumer protection.
Electronic fund transfers, Federal
Reserve System, Penalties.

(3) Text of Revisions

Pursuant to authority granted in
section 904 of the Electronic Fund
Transfer Act, 15 U.S.C. 1693b, the Board
amends the official staff commentary to
Regulation E (12 CFR Part 205. Supp. II}
as follows:

PART 205—{AMENDED]

1. The authority citation for Part 205
continues to read:

Authority: Pub. L. 85-830, 82 Stat. 3730 (15
U.S.C. 1683b).

2. The official staff commentary to-
Regulation E, Supp. Il to 12 CFR Part
205, is amended by revising questions 7-
1 and 7-2 for § 205.7 to read as follows:

Supplement [I—Official Staff
Interpretations

Section 205.7 Initial Disclosure of Terms
and Conditions.

7-1 Q: Timing of disclosures—early
disclosure. An institution is required to
give initial disclosure either (1) when the
consumer contracts for an EFT service
or (2) before the first electronic fund
transfer to or from the consumer's
account. If an institution provides initial
disclosures when a consumer opens a
checking account and the consumer
does not sign up for an EFT service until
a later time, has the institution satisfied
the disclosure requirements?

A: Yes, if the EFT contract is between
the consumer and a third party for
preauthorized electronic transfers to be
initiated by the third party to or from the
consumer’s account. In this case, the
financial institution need not repeat
disclosures previously given unless the
terms and conditions required to be
disclosed are different from those that
were given.

If, on the other hand, the EFT contract
is directly between the consumer and
the financial institution—for the
issuance of an access device, or for a
telephone bill-payment plan, for
example—the institution should provide
the disclosures at the time of
contracting. Disclosures given before the
time of contracting will satisfy the
regulation only if they occurred in close
proximity thereto. (§ 205.7(a))

7-2 Q Timing of disclosures—Social

Security and other government direct
deposits. In the case of direct deposits
by a government agency—Social
Security payments, for example—how
can the financial institution comply with
the disclosure requirements absent
prenotification, such as in cases where
the government agency no longer uses
Form 1199A? o

A: Before direct deposit of payments
such as Social Security takes place,
usually the consumer and the institution
both must complete & Form 1199A, and
the institution can make disclosures at
that time. However, if a Form 1199A (or
a comparable form providing notice to
the institution) is not used and there is
no prenotification, the institution should
provide the required disclosures as soon
as reasonably possible after the first
direct deposit is received, unless the
institution has previously given the

disclosures (see question 7-1).
(§ 205.7(a))

* . * L] *

Board of Governors of the Federal Reserve
System, March 1, 1989,

William W. Wiles,

Secretary of the Board.

{FR Doc. 89-5159 Filed 3-6-88; 8:45 am]
SILLING CODE §210-01-

12 CFR Part 226

{Reg. Z; TIL-1]

Truth in Lending; Update to Officlal
Statf Commentary

AGENCY: Board of Governors of the
Federal Reserve System.

acmon: Official staff interpretation.

SUMMARY: The Board is publishing
revisions to the official staff
commentary to Regulation Z (Truth in
Lending). The commentary applies and
interprets the requirements of
Regulation Z and is a substitute for
individual staff interpretations of the
regulation. The revisions address a
variety of questions that have arisen
about the regulation, and include new
material and changes in existing
material. The comments address, for
example, disclosure questions raised by
the emergence of reverse mortgage
products, questions concerning the
amendments to Regulation Z affecting
disclosures for adjustable-rate
mortgages, and questions concerning
when a third party fee may be a finance
charge in a credit transaction.

DATES: Effective February 28, 1989, but
compliance optional until October 1,
1989.

FOR FURTHER INFORMATION CONTACT:
The following attorneys in the Division
of Consumer and Community Affairs, at
{202) 4523687 or (202) 452-2412: Sharon
Bowman, Michael Bylsma, Leonard
Chanin, Adrienne Hurt, Thomas Noto, or
Linda Vespereny.

For the hearing impaired only,
Telecommunications Device for the Deaf
(TDD), Earnestine Hill or Dorothea
Thompson, at (202) 452-3544, Board of
Governors of the Federal Reserve
System, Washington, DC 205651.
SUPPLEMENTARY INFORMATION: (1)
General. The Truth in Lending Act (15
U.S.C. 1601 et seq.) governs consumer
credit transactions and is implemented
by the Board's Regulation Z (12 CFR
Part 226). Effective October 13, 1981, an
official staff commentary (TIL-1, Supp. |
to 12 CFR Part 226) was published to
interpret the regulation. The
commentary is designed to provide
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guidance to creditors in applying the
regulation to specific transactions and is
updated periodically to address
significant questions that arise. There
have been seven general updates end
one limited update so far. This notice
contains the eighth general apdate. This
update reflects material that was
published in two proposed updates in
1988—a special update regarding
disclosures for adjustable-rate
mortgages published at 53 FR 38018
(September 29, 19388) and the proposed
general update published at 53 FR 48925
{December 5, 1988). Creditors are free to
rely on the revised commentary as af
February 28, 1989, although they need
not follow the revisions until October 1,
1989.

(2) Revisions. The following is a brie{
descniption of the revisions to the
commentary:

Subpart A—General

Section 228 2—Definitions and Rules of
Construction

2{a) Definitions

2(a)(25) “Security Interest”. In the
original proposal, comment 23{b}-3
would have been revised to clarify that
multiple security interests in the same
property need not be disclosed on
rescission notices. The comment, for
example, would have clarified that the
disclosure that an interest is retam.d. as
in form H-8, is adequate in a
where a new mortgage is filed and a
new advance is made. Several
commenters suggested that the
commentary also provide guidance on
the specificity required of the security
interest disclosure under §§ 226.6,
226.15. and 226:18. In order to clarify
that the same principle holds true in
other required disclosures of security
interests, the substance of the proposed
comment has been incaorparated in new
comment 2(a)(25)-8. instead of in
comment 23(b}-3.

Section 226.4—Finance Charge
4(a) Definition

Comment 4{a)-3 is revised to clarify
that charges imposed on the consumer
by someone other than the creditor are
finance charges if the creditor requires
the services of the third party. For
exampie, if a consumer cannot obtain
the same credit terms from the creditor
without using a loan broker. a fee
impased by the broker is a finance
charge. The revised comment does not
affect existing rules regarding charges
which are excluded from the finance
charge.

4{b) Examples of Finance Charges

Paragraphs 4(b) (7] and (6)..Comment
4(b) (7} and (8)-2 is revised to clarify
that insuramce “written in connection
with a credit transaction™ does not
include insurance written during an
open-end credit plan if the insuramce ia
written because of the consumer's
default or because the consumer
requests voluntary insurance after the
opening of the pian. If insurance written
during the term of the open-end plan is
required by the creditor not as a resuit
of the consumer’s default, however, the
insurance is written in connection with
the plan. The final comment, which
differs from the proposed comment, will
provide identical rules for insurance
written after consummation of a closed-
end transaction and insurance written
during the life of an open-end plan.

Subpart C—Closed-End Credit

Seciion 226.17—General Disclosure
Reguirements

17{a} Form of Disclosures

Parograph 17{a)f1). Comment 17{a)}{1)-
5 is revised to provide that creditars
with variable-rate transactions subject
to § 226.18(f)(2) may also provide the
information set forth in § 228.18(f)(1) as
information directly related to the
required disclosures.

17(c} Basis of Disclosures and Use of
Estimates

Paragraph 17(c)(1). Comment 17(c)}{1}-
8 is revised to clarify the basis of
disclosure for variable-rate transactions
with no initial discounted or premium
rate. The comment explains that
creditors should base their disclosures
only on the initial rate and oot on any
potential rate increases. The comment
alsa has been been reorganized for
clarity, but ig not different in subetance
from the propesal.

Comments 17(c}{1)-14 and 17{c}(1)-15
are renumbered as U(c)(l)—ls and
17(c)(1)-18, respecuvdy ew comment
17{c){1)-14 is added to clarify how
lenders should provids disclosures for
reverse mortgages. These mortgages,
algo known a» reverse annuity or home
equity conversion mortgages, typically
involve the disbursement of monthly or
other periodic advances to the consumer
for a fixed period or wntil the occurrence
of an event such as the sale of the house
by the consumer or the consumer's
death. Repayment of the loan may be
required at the end of the disbursement
period or at a later time; both accryed
interest and principal generally are
payabie in one payment.

Some reverse “term™ mortgages have

a fixed term for the disbursement of
funds te the consumer, but provide that
the ioan does not have to be repaid until
a later time, such as when the consumer
dies. The comment prevides that the
creditor should assume repayment will
occur at the time disbursements are
scheduled to end {or during a period
following the date of the final
disbursement which is not longer than
the regular interval between
disbursements]. For example, in a
transaction with monthly disbursements
scheduled far ten years, the creditor
may assume that repayment will be
made in the 120th or 1215t montb.

The new comment also provides
guidance on how creditors should make
disclosures when both the period for
disbursements and the date for
repayment are determined solely by
reference to future events, including the
consumer’s death. It such cases, the
creditor may assume that disbursements
will end upon the consumer's death (by
using actuarial tables, for example}.
Alternatively, the creditor may assume
that disbursements end upan the
occurrence of the eveat that the creditor
estimates will be most likely to occur
first. If terms will be determimed by
reference to future events whick do not
include the consumer's death, the
creditor must base the disciosures on
the event estimated to be most kikely to
occur first. The creditor nxst asswme
repayment will ocour at the same time
the disbursements end (or during &
period following the final disbursement
which is not longer than the regulxr
interval between disbursements).

The comment also provides that, in
making disclosures, creditors would
assume that all disbursements and
accrued interest must be paid by the
consumer. Thus, if a reverse mortgage
has a “nonrecourse” provision providing
that the consumer is not obligated for an
amount greater than the value of the
house. the comment explains that the
disclosures must assurme that the full
amount disbursed will be repaid, -
although the creditor is permitted to
explain that the consumer’s contract
may limit the amount that must be
repaid.

Finally, the comment addresses the
disclosure of shared-appreciation
features associated with reverse
mortgages. The commentary provides
that the appreciation feature should be
disclosed in accordance with either
§ 226.18{f}{1) or § 228.19(b), as

appropriate.
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' Section 226.18—Content of Disclosures
18(f) Variable Rate

Paragraph 18(f)(2). Comment 18(f}(2)-
1is revised by adding a cross-reference
to the commentary to § 226.17(a)(1)
regarding the disclosure of additional
variable-rate information as directly
related information.

Section 226.19—Certain Residential
Mortgage Transactions

19(b} Certain Variable-Rate
Transactions

Comment 19(b}-1 is revised to clarify
the disclosure of variable-rate
construction loans that may be
permanently financed. Under the current
rules in § 226.17(c){6), a creditor may
disclose the construction and permanent
financing arrangements, under § 226.18,
as a single combined transaction or as
separate transactions. Under revised
comment 19(b}-1, a creditor is permitted
to apply a similar analysis in
determining the applicability of the
variable-rate disciosure requirements of
§ 226.19(b). Thus, the creditor may treat
the construction phase as a separate
transaction and, if the term is one year
or less, disclosures under § 226.19(b) are
not required for the construction phase.
The comment also makes clear that a
creditor may treat the construction and
permanent phases as separate and
distinct transactions for purposes of
determining coverage under § 226.19(b).
yet still provide a single § 226.18
disclosure in accordance with the rules
in § 226.17{c)(6). If the construction and
permanent phases are treated as a
single combined transaction with a term
greater than one year, disclosures under
§ 226.18(f)(2) would be required. As
provided in comment 17(a}(1)-5,
however, the creditor may describe the
variable-rate features of the combined
transaction pursuant to § 226.18(f)(1}.

Comunent 19(b}-1 also is revised to
address the disclosure requirements in
assumptions of variable-rate
transactions secured by the consumer's
principal dwelling with a term longer
than one year. The comment explains
that disclosures need not be provided
under § 226.18(f)(2)(ii) or 226.19(b).
References to applicable sections and to
particular parties are deleted as
unnecessary and in order to make the
comment more concise,

Paragraph 19(b)(2). Comment
19(b)(b)-1 is revised to omit references
to the form of disclosures for ARM
programs. New comment 19(b)(2)-3 has
been added to describe the manner in
which creditors may make the
disclosures for each ARM program they
offer.

Comment 19(b)(2)-1 also is revised to
clarify the timing requirements for
disclosures provided in response to a
subsequent expression of interest by the
consumer. Editorial changes have been
made to the original proposal. The final
comment makes clear that if a
consumer expresses an interest in a
different program, or it the consumer
and creditor decide on a program
different than that set forth in the
disclosures that were first provided,
disclosures for the new program must be
provided as soon as reasonably
possible.

In addressing the proposed revision to
comment 19(b)(2)-1, several commenters
also requested clarification of the timing
requirements in situations, such as
private banking arrangements, where
loan terms that are not generally offered
to the public are individually negotiated
with a consumer. Commenters indicated
that in these instances, creditors do not
know the loan program terms in
advance and therefore cannot prepare
program disclosures until after they
conclude their negotiations with the
consumer. They also expressed concern
that “customized” program disclosures
might be needed to disclose each
individually negotiated program.
Accordingly, an additional sentence has
been added to comment 19{b){2}-1 to
make clear that, in such cases, creditors
may provide appropriate program
disclosures as soon as reasonably
possible after the terms have been
decided upon. but in no event later than
the time a non-refundable fee is paid.
Furthermore, with the flexibility
provided in this commentary concerning
disclosure of variations in loan
maturities, rate caps and frequencies of
adjustments, the potential that
“customized” disclosures will need to be
developed for each private banking
customer is significantly limited.

Comment 18{b){2)-2 has been revised
to clarify that the term to maturity of an
ARM loan does not constitute a program
variation. This revision corresponds to
the guidance provided in new comments
19(b){2)(viii}~5 and 18{b){2)(x)-2 on the
terms to maturity which may be used in
calculating and disclosing the historical
example and the initial and maximum

-rates and payments.

Comments 19(b)(2)-3 and —4 have
been renumbered as comments 19(b){2)~
4 and -5, respectively. Based upon
public comment and to permit greater
flexibility for compliance with the
requirements, new comment 19(b)(2}-3
has been added to describe the form for
disclosures required under
§ 226.19(b})(2). The Comment
incorporates material previously
contained in comment 19(b)(2)-1 and

includes new material which explains
that a creditor may use either a separate
disclosure form to describe each ARM
program it offers or a disclosure form
which describes more than one
available ARM program. The comment
explains that the multiple program form
must disclose if any program features
are available only in conjunction with
certain other features. Finally, the new
comment expiains that multiple terms to
maturity or muitiple payment
amortizations may be illustrated in any
program disclosure form whether the
form describes separate or multiple
programs.

Paragraph 19(b)(2)(iii). Comment
19(b)(2)(iii}-1 differs from the proposal
in two respects. The use of the term
“balloon payment" has been replaced
by a more specific reference to the type
of transactions subject to the disclosure
provisions. The comment is revised to
clarify that. in transactions where
paying the periodic payments will not
fully amortize the loan at the end of the
loan term and where the final payment
will equal the periodic payment plus the
remaining unpaid balance, the creditor
must disclose that such a payment will
be required. The creditor, however, need
not reflect any irregular final payment in
the historical example or in the
disclosure of the initial and maximum
rates and payments. (The exception for
all irregular final payments is an
expansion of the proposed comment,
and would include final payments that
differ in amount due to the effect of rate
changes.}

Paragraph 19(bj(2)(v). Comment
19(b}(2)(v}-1 is revised to clarify that
consumer buydowns and third-party
buydowns reflected in the consumer's
credit obligation should be disclosed in
accordance with the rules for discounted
variable-rate transactions. The revised
comment also makes clear that no
additional disclosures relating to the
buydown need be provided on the
program disclosure.

Paragraph 19(b)(2)(vi). Comment
19(b}(2){vi)}-1 is revised to address the
disclosures for transactions in which the
interval between consummation or
closing and the initial adjustment is not
known—for example, when ARM loans
are grouped together for sale to a
secondary mortgage market purchaser.
In such cases, the comment explains
that ienders may disclose the timing for
the first adjustment as a range of the
minimum and maximum length of time
from consummation or closing until the
first adjustment.

Paragraph 19(b)(2)(vii). Comment
19{b)(2)(vii}-1 is revised to address the
disclosures for transactions in which the
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overall limitations on rate incresses
(and decreases) vary—for example,
based on the loan features the consumer
chooses or upon fluctunations in the
pricing of the hoan. The final comment
exiends the alternative disclosure rule
to periodic Limitations in addition to
overall rate linmitations. In such cases,
the conmnent explains that the creditor
may disclose the range of the lowest and
highest periodic and overall rate
limitations that may be applicable to the
creditor's ARM transactions. and must
inchide a statement that the consumer
ask about the rate limitations that are
currently applicable.
Paragraph 19b){2){viii}. Commemt
19(b}{2}{viii)-1 is revised to clarify that,
in transactions that end before the last
year in the histarical example, the
example must illustrate a)l significant
loan program terms such as rate
limitations that wouald have affected the
interest rate for the remaining years
shown in the example.
Comment 19(b){2)}{viii}-5 i» added to
describe the terms to maturity or
payment amortizations which may be
used a3 a basis for the disclosares m
ARM transactions. Based upon public
comment and further consideration, the
proposed comment has been revised.
Under the final comment, creditors will
be permitted to base the disclosures
required under § 226.19(b}(2)(viif} and
(x) for ARM loans withim certain ranges

‘ upon only three maturities—five, fifteen
and thirty years. Thus, a creditor who
offers ARM loans for any term over one
year would be permitted to make the
disclosures required under these
sections based on five-, fifteen- and
thirty-vear terms, and need pot illustrate
every other maturity that is offered. The
comment also permits creditors to use
five-, fifteen- and thirty-year term
assumptions for disclosing payments
based on amortizations different than
the actual loan term. (Disclosures based
on fifteen- and thirty-year maturities
should provide payments that fairly
approximate the payments for long-ierm

ARMs, Disclosures based or a five-year

matnmy should provide payments that
fairly approximate the psyments for
most short-term ARMs. Finally, the
comment explsins that the creditor
would be required to state the term for
amortization) used in making the
disclosures when using the three terms
specified in the comment.)

Comment 19{b}2){viii)-6 is added to
explain that a creditor following the
alternative rule for disclosing periodic
and overall rate limitations described in
revised comment 19(b}(2){vii}~1 must
base the bistorical example opon the

‘ highest rate limitation diaclosed under

$ 228.19(b)}{2){vif). In addition, such
creditors must state the periodic or
overall limitetion used in the historical
example.

Comiment 19(b)(2){viii}-7 also is added
to exptain the assomptions that can be
made by a creditor following the
alternative rule for disclosing the
frequency of rate and payment
adjustments described in revised
comment 19(b){2}{vi}-1. The comment
explains that, in disclosing the historical
example, the creditor may assume that
the first adjustment occurred at the end
of the first year in which the adjustment
could occur.

Paragraph 19(b)(2}{ix]. Comment
19(b)(2){ix}-1 states that a creditor
should base the example of how a
consumer may calculate their actual
payments on the latest payment shown
in the historical example. The comment
is revised to clarify that, in transactions
where the latest payment shown in the
historical example is not for the latest
year of index values shown, a creditor
may include additional examples that
are based on the initial or maximum
payments disclosed under
§ 226.19(b)(2)(x). This revision differs
from the proposal in that it provides that
creditors may provide the extra
examples in addition to, but not as
alternatives for, the example based on
th; llast payment shown in the historical
table.

Paragraph 19(b)2)x}. Contment
18(b)(2)(x)}~2 is added to allow u'editon
to base their calculations of the initial
and maximum rates and payments upon
the terma to maturity stated in new
comment 19(b}¥2)}(viii}-5. The comment
explains that the term used for i
disclosures undezr § 226.19(b)2){viii)
also must be vsed in disclosing the
initial and maximum interest rates and
payments.

Comment 1%b}{2}{x)-3 is added to
describe how a creditor followmg lhe
alternative rule for disclosing perio
and overall rate limitations desc.nbed in
revised comment 19(b}(2){vii}-1 would
calculate the maximum interest rate and
payment. In such cases, the comment
explains that the ereditor must base the
disclosure of the maximum rate and
payment upon the highest periodic and
overall rate limitation disclosed under
§ 228.18(b}{2}{ vii). The creditor would be
further required to state the periodic and
overall rate limitations used in
calculating the maximum rate and
payment.

Comment 19(b){2){x)—4 also is added
to explain how to calculate the initial
and maximum rates and payments if a
creditor follows the alternative rale for
disclosing the timing of the first rate and

payment adjustment described in
revised comment 19{(b){2)(vi)-1. The
comment explaing that the creditor must
assume that the first adjustment occurs
at the earliest time disclosed under

$ 228.19(b){2}{vi).

Section 226.20—Subsequent Disclosure
Requirements

20(b} Assumptions

The proposed amendment to camment
20(b}-8 to add a cross reference to
§ 226.19(b} is deleted as unnecessary.

20(c) Variable-Rate Adjustments

Paragraph 20{c)(4). Comment 20{c){4)-
1 differs from the proposal in that it
replaces the term “balloon payment”
with a mare specific reference to the
type of transactions covered by the
disclosure provisions. The conmment is
revised to clarify that the provisions of
this paragraph apply to transactions in
which payirg the periodic payments will
not fully amortize the outstanding
balance at the end of the loan term and
where the final payment will equal the
periodic paymemnt plus the remaining
unpaid balance. The comment explains
that the creditor should disclose any
change in such a payment that results
from an interest rate adjustment.

Paragraph 20(c)(5). Comment 20({c}(5}-
1 is reviged to clarify that the provisions
of this paragraph apply only when
negative amaortization occurs in a
transaction, and not merely because a
payment is & non-amortizing or partially
amortizing payment.

Section 2268.24—Advertising

24(b) Advertisement of Rate of Finance
Charge

Although not reprinted in this notice,
comment 24(b}-5 is revised to change
the references to comment 18(f)-8 to be
comment 17[c}{1}~10. No substantive
change is intended.

Subpart D—Miscellaneous
Section 226.25—Record Retention
25(a) General Rule

Comment 25{a}-3 is added to address
the record retention requirements for
variable-rate transactions that are
subject to the disclosure requirements of
$ 226.19(b). The comment explains that
maintaining written procedures for
compliance with the disclosure
provisions as well as retaining a sample
disclosure form for each loan program
will be adequate evidence of
compliance. The comment also states
that creditors may rely on the methods
for reconstructing the required




o

Federal Register / Val. 54, No. 43 / Tuesday, March 7, 1988 / Rules end Regulatioms 8421

disclosuses provided for under conmment
25(a)-2. :

Section 226.30—Limitation on Rates

Cornment 30-8 is revised to clarify
that this paragraph applies to the
manner of stating the maximwm interest
rate in the credit comtract onby. This
paragraph does not govern how interest
rate ceilings should be stated in Truth in
Lending disclosures. The disclosures are
governed by provisions found elsewhere
in the regulation and comsmentary.

Comment 30-13, concerning footnote
50. is revised to clarify the requirements
of the regulation after October 1, 1988.
For purposes of § 228.30, the rate must
be stated in the credit contract as
preseribed in comnrerrt 30-8. The
disclosure requirements for imitations
on rate increases are described .
elsewhere in the regulation and
commentary.

Appendix D—Multiple- Advance
Construction Loans

Although not reprinted in this notice,
the first sentence of comment app. D-2
is revised to delete the word “most™ and
to change the reference to § 226.28{f}{4)
to be § 226.18(f){1)fiv). No sebstantive
change is intended by efther revision.
List of Subjects in 12 CFR Past 226

Advertising, Banks, Banking,
Consumer protection, Credit, Federal

Reserve System, Finance, Penalties,
Rate limitations, Truth in lending.

Text of Revisions

Pursuant to authority granded im
section 105 of the Truth in Lending Act
(15 U.S.C. 1604 as amended) and section
1204 of the Competitive Equality
Banking Act. Pab. L. 10088, 101 Stat.
552, the Board smends the official staff
commentary to Reguletion Z {12 CFR
Part 226 Sapp. I} as follows:

PART 266— AMENDED?

1. The authority citation for Part 226
continuoes to read:

Authority: Sec_ 105, Truth in Lending Act,
as amended by sec. 605, Pub. L. 86-221, 94
Stat. 170 (15 U.S.C. 1604 ot seq.]: sec. 1204(c).
Competitive Equality Banking Act, Pub. L.
100-88, 101 Stat. 552.

2. The revisions amend the
commentary (TIL~1, 12 CFR Part 228
Supp. 1) by adding comment 2{a)(25}-6:
adding a sentence and a bullet at the
erid of comment 4(a}-3; revising the
heading and text of comment 4(b} {7}
and (8)-2; adding a bullet at the end of
comment 17Ta}{1}-5; adding two
senfences after the first sentence, and
revising the second and third sentences
and the pareathetical material in

comment 17fc}{1)-& redesigneting
cormments 17{c)1)-14 and 15 to be
comments 17{c)1)-15 and -186,
respectively; adding comment 17(c}{1}-
14; adding parenthetical material at the
end of comment 18{f}{2}-1. adding three
sentences at the end of comment 19{b}-
1; revising the first, third and fowrth
sentences, adding & sentence sfter the
third sentence, and removing the last
three sentences of comment 19(b)(2)-1;
revising the third sentence and the
opening clause of the second and fifth
sentences of comment 19(b)(2)-2
redesignating comments 19{b}2)-3
and —4 to be comments 19(b){2}—4 and -
5, respectively; adding comment
19(b)(2)-3; adding three sentences after
the second sentence i comment
19(b}{2)iti}-1: adding a new sentence
before the parenthetical material at the
end of comsment 19{b}2}(v}-1; adding
four sentences and parenthetical
material at the end of comment
19(b)(2){ vi}-1: adding five sentences and
parenthetical materiat at thre end of
comment 19(b}(2)(vii}-1; revising the
third sentence in the parenthetical
material after the firat sentence in
cosmament 18{b}{2}{viii}-1; adding
comrments 18{b}{2){viii}-& —& and -7:
adding s sentence aftes the second
sentence m conuwent 19¢b} 2)(ix)}-1;
adding commenty 19(b}{2¥x}-2, -3 and ~
4: adding & serrtence after the second
sentence i1 comment 20{c](4}-1; revising
comment 20{c]J(5}-1: changing the
references to “comment 18(f}-8" in the
first sentence and in the first bullet of
comment 24{b)-6 to be ‘‘comment
17(c)(1}-10"; adding comment 25(a)-3;
revising the first senence of comnrent
30-8; revising the last servtence i
comment 30-13; removing the word
“most” and changing the reference to
"§ 226.18(f)(4)" in comment app. D-2 to
be *§ 226.18(f)(1)(iv)" to read as follows:

- -

Supplement *-—~JAmended)
Subpert A—Genetsl

Section 220.2—Definitione end Reles of
Corstrection

' 2(a) Definitions.

- - - - -

2(a)(25} “Security interest’.

L4 - L 4 * *

6. Specificity of disclosure. A creditor need
not separately disclose multiple security
interests that it may bold in the same
collateral The creditar need anly disclese
that the trarsactian is secured by the
collatesal. even when security méctests from
prior transactions remain of recoed and a

new security interest s talen it comnection
with the transection.

. [ ] L ] - *

Section 226 4—Fimance Charge
4{a) Definition.

-« o * L *

3. Charges by third parties. * = *

In contrast, charges imposed an the
cansumer by someomne other than the creditor
are fimance charges (unless otherwise
exchuded]} if the creditar requires the services
of the third party. For example:

¢ A fee charged by a loan broker if the
consumer cannot obtain the sama credit
terms from the creditor without using a
broker.

4ib} Example of Fizance Chargen
- * - - -

Paragraphs 4(b} {7} and {8

2. [nsaronce written i connection with a
transaction. Inswrance sold after
consurmmetion in closed-end credit
transactiong ar after the opemning of a ptan n
open-end credit transactions is ot “written
in conmectionr with”™ the credit transaction if
the insurarmce is written becaose of the
consumer’s default (for exampie, by failing to
obtain or maintain required property
insurance) or because the consumer requests
insurance after consummation or the opening
of a plan (although credit sale disclosures
may be required for the insurance sold after
consummation if i is financed]

- - * . .

Subpart C—Closed End Credit

Section 228.17—General Dischousre
Requirements

17{a) Form of Disclosures

" Porugreps 17(a)f1)

5. Directly related. * * *

» The disclosures set forth under section
228.18f](1}] for variable-rate transactions
subject to section 226.18{f}{2].

_17(c) Basis of Disclosures and Use of
Estimates. Paragraph 17(c}(1]

8 Bas's of disclosures ir varioble-rate
transactions. * * * Creditors should bese the
disclosures only on the initial rate and should
not assune it this rate will increase. For
exampie, ix 8 loen with an imitial rate of 10
percent and a 5 pesceniage poimis rade cap.,
creditars showld base the disclosures on the
initial rate and shouid not assome that this
rate will increase 5 percentage pomts.
Howevez. in & varisble rate fransaction with
a selier buydows that is cefleced im the
credif comtracl & consumer buydswm. or a
discomirted ar preminum rate, disciosares
shoxid not be based solely on thve inttial
terms. in those transactions, the disciosed
annoal percentage rate should be s composite
rate based on the rate in effect during the
initial period and the rate that is the basis of
the variable-rate feature for the semainder of
the term. (See tve commentary to § 228.17tc)




9422

Federal Register / Vol. 54, No. 43 / Tuesday, March 7, 1989 / Rules and Regulations

for a discussion of buydown, discounted, and
premium transactions and the commentary to
section 226.19(a)(2) for a discussion of the
redisclosure in certain residential mortgage
'tmnsactjons with a variable-rate feature).

» * * . *

14. Reverse mortgages. Reverse mortgages,
also known as reverse annuity or home
equity conversion mortgages, tpyically
involve the disbursement of monthly
advances to the consumer for a fixed period
or until the occurrence of an event such as
the consumer’s death. Repayment of the loan
(generally a single payment of principal and
accrued interest) may be required to be made
at the end of the disbursements or, for
example, upon the death of the consumer. In
disclosing these transactions, creditors must
apply the following rules, as applicable:

* If the reverse mortgage has & specified
period for disbursements but repayment is
due only upon the occurrence of a future
event such as the death of the consumer, the
creditor must assume that disbursements will
be made until they are scheduled to end. The
creditor must assume repayment will occur
when disbursements end (or within a period
following the final disbursement which is not
longer than the regular interval between
disbursements). This assumption should be
used even though repayment may occur
before or after the disbursements are
scheduled to end. In such cases, the creditor
may include a statement such as “The
disclosures assume that you will repay the
loan at the time our payments to you end. As
provided in your agreement, your repayment
may be required at a different time.”

¢ If the reverse mortgage has neither a
specified period for disbursements nor a

pecified repayment date and these terms

ill be determined solely by reference to
future events including the consumer's death,
the creditor may assume that the
disbursements will end upon the consumer’s
death {estimated by using actuarial tables, for
example) and that repayment will be required
at the same time (or within a period following
the date of the final disbursement which is
not longer than the regular interval for
disbursements). Alternatively, the creditor
may base the disclosures upon another future
event it estimates will be most likely to occur
first. (f terms will be determined by
reference to future events which do not
include the consumer's death, the creditor
must base the disclosures upon the occurence
of the event estimated to be most likely to
occur first.)

¢ In making the disclosures, the creditor
must assume that all disbursements and
accrued interest will be paid by the
consumer. For example, if the the note has a
nonrecourse provision providing that the
consumer is not obligated for an amount
greater than the value of the house, the
creditor must nonetheless assume that the
full amount to be disbursed will be repaid. In
this case, however, the creditor may include
a statement such as “The disclosures assume
full repayment of the amount advanced plus
accured interest, although the amount you
may be required to pay is limited by your
agreement.”

* Some reverse mortgages provide that

‘some or all of the appreciation in the value of

the property will be shared between the
consumer and the creditor. Such loans are
considered variable-rate mortgages, as
described in comment 17(c){1}-11, and the
appreciation feature must be disclosed in
accordance with § 226.18(f)(1). If the reverse
mortgage has a variable interest rate, is
written for a term greater than one year. and
is secured by the consumer's principal
dwelling, the shared appreciation feature
must be described under § 226.19(b)(2){vii).

- L 4 * * *

Section 226.18—Content of Disclosures

. * * * -«

18(f) Variable Rate

* * * L] -

Paragraph 158(f)(2)

1. Disclosure required. * * * (See the
commentary to § 226.17(a)(1) regarding the
disclosure of certain directly related
information in addition to the variable-rate
disclosures required under § 226.18(f){2).)

. L * * «

Section 228.19—Certain Residential
Mortgage Transactions

. - - * L]

19(b) Certain Variable-Rate Transactions

1. Coverage. * * * In determining whether
a construction loan that mey be permanently
financed by the same creditor is covered
under this section, the creditor may treat the
construction and the permanent phases as
separate transactions with distinct terms to
maturity or as a single combined transaction.
For purposes of the disclosures required
under section 228.18, the creditor may
nevertheless treat the two phases either as
separate transactions or as a single combined
transaction in accordance with section
226.17(c)(8). Finally, in any assumption of a
variable-rate transaction secured by the
consumer’s principal dwelling with a term
greater than one year, disclosures need not
be provided under sections 226.18(f)(2)(ii} or

226.19(b).
Paragraph 19(b)(2)

1. Disclosure for each variable-rate
program. A creditor must provide disclosures
to the consumer that fully describe each of
the creditor's variable-rate loan programs in
which the consumer expresses an interest.

* * * Disclosures must be given at the time
an application form is provided or before the
consumer pays a nonrefundable fee,
whichever is earlier. If program disclosures
cannot be provided because a consumer
expresses an interest in individually
Degotiating loan terms that are not generally
offered. disclosures reflecting those terms
may be provided as soon as reasonably
possible after the terms have been decided
upon, but not later than the time a non-
refundable fee is paid. If a consumer who has
received program disclosures subsequently
expresses an interest in other available
variable-rate programs subject to 226.19(b}(2},
or the creditor and consumer decide on a
program for which the consumer has not
received disclosures, the creditar must

provide appropriate disclosures as soon as
reasonably possible. * * *

2. Variable-rate loan program defined.

* * * For example, separate loan programs
would exist based on differences in any of
the following loan features: * * * In addition,
if a loan feature must be taken into account
in preparing the disclosures required by

§ 228.19(b)(2)(viii) and (x), variable-rate loans
that differ as to that feature constitute
separate programs under § 226.19(b)(2). * * *
For example, separate programs would not
exist based on differences in the following
loan features: * * *

8. Form of program disclosures. A creditor
may provide separate program disclosure
forms for each ARM program it offers or a
single disclosure form that describes muitiple
programs. A disclosure form may consist of
more than one page. For example, a creditor
mey attach a separate page containing the
historical payment example for a particular
program. A disclosure form describing more
than one program need not repeat
information applicable to each program that
is described. For example, a form describing
maultiple programs may disclose the
information applicable to all of the programs
in one place with the various program
features (such as options permitting
conversion to a fixed rate) disclosed
separately. The form, however, must state if
any program feature that is described is
available only in conjunction with certain
other program features. Both the separate and
multiple program disclosures may illustrate
more than one loan maturity or payment
amortization—for example, by including
multiple payment and loan balance columns
in the historical payment example.
Disclosures may be inserted or printed in the
Consumer Handbook (or a suitable
substitute} as long as they are identified as
the creditor’s loan program disclosures.

- L4 * * *

Paragraph 19(b)(2)(iii}

1. Determination of interest rate and
payment. * * ° In transactions where paying
the periodic payments will not fully amortize
the outstanding balance at the end of the loan
term and where the final payment will equal
the periodic payment plus the remaining
unpaid balance, the creditor must disclose
this fact. For example, the disclosure might
read, "“Your periodic payments will not fully
amortize your loan and you will be required
to make a single payment of the periodic
payment plus the remaining unpaid balance
at the end of the loan term.” The creditor,
however, need not reflect any irregular final
payment in the historical example or in the
disclosure of the initial and maximum rates
and payments. * * *

- * . * .

Paragraph 19(b)(2)(v)

1. Discounted and premium interest rate.
* * *In a transaction with a consumer
buydown or with a third-party buydown that
will be incorporated in the legal obligation,
the creditor should disclose the program as a
discounted variable-rate transaction, but
need not disclose additional information
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regarding the buycews in its program
disclosures. * * *

Paragrapk 19¢UX2)vi)

1. Frequency. * * * In cerraim ARM
‘rarsactions, the interva} between loan
closing and the initial adjustment ts mot
¥nown and may be different from the regular
interva} for edjastmrents. I such cases, the
creditor may disclose the initial adjustmemnt
period as a range of the minimum snd
maximum amount of time from
consemoea ton or ciosing. For example. the
creditor might state: "“The first adjustment to
FOUur interest sate ard paymeni will occur no
sooner than 6 monthe arrd mo batar thas 18
moatns aftes clasing. Subsequent adjustmexts
may occur once each year after the first
adfastment.” {See comments 19(b N2 tviii)~7
and 19(b)(2}(x}-4 for guidance an uther
disciosares when this alternrative disclosure
rule is used.)

Parcgraph 19(b){2)tvis)

1. Rate and paymrent cops. * * * The
rreditor need not disclose each periodie or
overall rate limitation that is currently
available. As am alternative, the creditor may
disclose the range of the lowest anc highest
periodic and overall rate limitations that cay
e apolicable to the creditor's ARM
transactions. For example the creditor migit
state: “The limitation on increases to your
interest rate at each adjustment will be set at
an amournt in the following range= Between 1
and 2 percentage poibis at each adjustment,
The limitation ob increases to your interest
rate gver the term of tha Inan will be set st an
amount in the following tange: Betweer. 4 and
7 percentage points above the initial interest
rate.” A credrtormmgthuuhnmaﬁvemie
muost include a statement in ity
disclosures suggesting that the consumer ask
about the overall rate limitations currentty
offered for the crediter's ARM programs. (See
comments 18(b)(2}(viii}-6 and 18(b)(2){x}-3
for an explanation of the additional
requirements for a creditor using this
alternative rule for disclosure of periodic and
overall rate limitations.) * * *

Paragraph 19(b)(2)(viTi]

1. Index movement. * * * For the -
remaining ten years. 1982-1991, the
creditor need only show thre remaiming
index values, margin and interest rate
and must continue to reflect alt
significant loan program terms such as
rate limitations affecting them.} ¢ * *

L[] * * * *

S. Term of the loan. In calculating the
payments and loan balances in the historical
example, a creditor need not base the
disclosures on each term to maturity or
payment amortization thay i affers. instead.
disclosures for ARMs may be based upon
terms to matwrity or payment acanrtizations
of 5. 15 and 30 years, as follows: ARMs with
terms or amortizations from over 1 year to 10
years may be based on a 5-year term or
amortization: ARNs with terms or
amortizations from over 10 years to 20 years
may be based on a 15-year termr or
amortizatiors and ARMs with terms or
amortizations over 20 years may be based on
& 30-year term or amortisation. Thus,

disclosures for ARMSs offered with any tevm
from oves 1 year to 40 years may be based
solely om teyms of 5. 15 and 40 years. Of
course, & creditor may alwaya basa the
disclosures on the actual terms or
amortizations offered. If the creditor bases
the disclosure» o 8-, 15- or 30-year ters or
payment amortization as provided above, the
lerm or payment smortization ssed in making
the discineure mrst be stated.

8. Bate caps. A creditor uring the
aliernntive rule deseribed in comment
19(b}{2)}fvii}-1 for disclosure of zats
limitatians must hase the historical example
upon the highest periodic and overall rate
limitations disclosure under section
226.19(b)}{2)vif). I addition. the creditor must
state the imitations used in the historical
exampis. {See comment 19LI2}{x}-O for an -
explenation af the wse of the kighest rate
Bsaitation in other discloswres.}

7. Frequency of odjsimenta In certain
transactions, ereditors may use the
alternative rule described in comment
19(b)(2)(vi}-1 for disclosure of the frequeacy
of rate and peyment adjustments. In such
cases, the creditor may assame for purposes
of the historicat exaenpie thas the first
adjustment occurred at the end of the first full
vear ln wineh the adjusiment could occur. For
exampie. in an ARM in which the firss
adjustment muy occur between 6 and 18
manths afler closing and annually thereafter,
the creditor may assume that the first
adjustmert occurred at the end of the first

year in the historica} example. (See comment
19(b)(Z¥x}—4 tor an explanation of how to
compute the nmdimmm inteyest rate and
payment when the initial adinstrsent period
is now known.)

Paregraph 19(b)2)fix)

1. Calculation of paymesnts. * * *

. in transactions fn which the latest
payment shown in the historical exampie is
not for the latest year of index values showe
(such as ip & five-year loan), & creditor may
provide additionsl exampies based an the
initial and maximwm disclosed
under § 228.18(b}x). * * *

w Iﬁﬁ)(%}

2. Temroftfreloan Iy catculating the
initial and madmum payments the creditor
need not base the disclomzres oo each term to
maturity or paymend smortizatioa offered
under the program. instead. the creditor may
follow the rules set out in coounent
19(b){2){viii}-5. In calculating the initial and
maximum payment, the terms to maturity or-
payment amortizations selected for the
purpose of making disctosures under
§ 226.19(b)2)}{vif1] must be used. In addition,
creditors must state the \erm or payment
amortization used in making the disclosures
under thix section.

3 Rate cape. A creditor wsing the
alternative rube for disclosure of iniezest rate
limitations described in comment
18(b}(2)(vii}-1 must calculate the maximum
interest rate and payment based upon the
highest periodic and overalt rate limitations
disclosed under § 228.19()(2)(+if). In
addition, the creditor st state the rate
limitations used in calculating the maxisvam

irterest rate and peyment. (See comment
19(b}(2¥viii )-8 for an expianation of the use
of the highest vate limitation in other
disclosures.}

4. Freguency of adijustments. I certaim
iransactiors. a creditor may use the
alternative rule for disclosure of the
frequency of rate and payment adjustments
described in comment 19(b){2){vi}-1. In such
cases. the creditor must base the calculations
of the initial and ma e rates snd
pavment upen the earliest possidle first
adustment distiosed under § 228.39b X2} vi).

{See comment IXOR2NVENT kv e

explanation of how to disclose the historieal
exampile whewn the initisl adfestment period is

not known.)

Section 226.20—Subsequent Discivenre
Requirements
- * - - .

20/c) Variable-Rate Adiustiments

v - . . -

Poragraph 20(c}(41}

1. Contractuai effects of the adiustrment.
© * *In transactions where paymg the
penodic payments will not fully amarntize the
outstading balance at the end of the loan
term and where the final payment wrﬂ equal

unpaid balance, the amount of the adjusted
payment mrust be disclosed if such payment
has changed as a result of the rate
adjustment. * * *

Puragraph 20(c)(5).

1. Fully-amortizing payment. This
paragraph requires a disclosure only when
negative amortization occcurs as a result of
the adjustment. A disclosure is not required
simply because a loan calls for mon-
amortizing or partially amortizing payments.
For exsmple, in & transaction with a five-year
term and peyments based onr a longer
atmortization schedule, and where the finat
paymesnt wiB equal the periodic peyment phus
the remaining unpaid balasce., the creditor
would rot bave to disclose the payment
necessary to fully amartize the loam in the
remainder of the five-year term. A diadoswre
is required. however. if the payment
disclosed under § 228.20(c}{4} i» net sufficieny
to prevent negative amortizafion in the loan.
The adjustmemnt natice must state the
payment required to prevent negative
amortizstion. {This paragraph does not apply
if the payment disclosed in § 228.20(c)4) is
sufficient to prevent negstive amortization in
the loan bul the fima) paymeas will be o
different amount due to roundingl)

L ] L ] » A ] .
Subpart D—Miscellansous

Section 228.25—Record Retention
25(a} General Rule:

3. Certain variable-rate trassactions. In
variable-rate fransactions that are subject to
the disclosure requirements of § 228.18(b],
writterr procedures for comphiance with those
requicements as wek as & sampie disclosure
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form for each loan program.represent
adequate evidence of compliance. (See

"~ comment 25(a}-2 pertaining to permissible
methods of retaining the required

‘lonures.)

Section 226.30—Limitation on Rates

* L] . * *

8. Manner of stating the maximum interest
rate. The maximum interest rate must be
stated in the credit contract either as a
specific amount or in any other manner that
would allow the consumer to easily ascertain,
at the time of entering into the obligation,
what the rate ceiling will be over the term of
the obligation. * * *

. . . . . ! M

13. Transition rules. * * * On or after that |
date, creditors must have the maximum rate
set forth in their credit contracts and, where
applicable, as part of their truth in lending
disclosures in the manner prescribed in the
applicable sections of the regulation.

Board of Governors of the Federal
Reserve System, February 28, 1989.
William W. Wiles,

Secretary of the Board.
[FR Doc. 89-5161 Filed 3-6-89; 8:45 am]
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